
 

Special Report  │  16 September 2021 fitchratings.com 1 

 

  

 
Sovereigns 

Economics 

Global 

 

Global Economic Outlook – 
September 2021 
Speed Limits 



 

Special Report  │  16 September 2021 fitchratings.com 2 

 

  

 
Sovereigns 

Economics 

Global 

Global Economic Outlook – September 2021 
Speed Limits 
 
 

 

 

Supply Constraints Hit Recovery 

Fitch Ratings expects world GDP to grow by 6.0% in 2021, slower 

than our 6.3% growth forecast in the June Global Economic Outlook  
(GEO). Supply constraints are limiting the pace of recovery and we  

have revised down our US 2021 GDP forecast to 6.2% from 6.8% in 
June. A greater share of demand growth is being reflected in price  
increases and US inflation forecasts have been revised up again. 

We have also lowered China’s growth forecast to 8.1% from 8.4% as 
the property slowdown weighs on domestic demand. We have also 

lowered forecasts for some other Asian economies following a rise 
in coronavirus cases and renewed restrictions. But we have raised 

eurozone 2021 growth to 5.2% from 5.0%. Poland, Turkey, Mexico, 
Russia and South Africa have also seen forecast upgrades.   

Economic Immunity Is Still Illusive 
Progress with vaccine rollout is limiting the impact of renewed 

increases in coronavirus cases on economic activity in Europe and, 
to a slightly lesser extent, in the US. But virus dynamics are 

influencing growth more heavily where vaccination rates remain 
low. The pandemic is still constraining labour supply.    

Bottlenecks Creating Inflationary Pressures 
The boom in demand for consumer durables has been so strong that 
supply has been unable to keep pace. Semiconductors have been a 

key bottleneck. Supplier delays for US manufacturers have reached 
levels last seen in the 1970s. Car production has been affected and 
goods shortages look likely to persist well into 2022.        

Near-term inflation pressures have intensified. The cost of 
processed inputs for US firms are rising at their fastest rate for 40 

years. Higher costs have been passed onto consumers, with US core  
CPI inflation at its highest rate since the early 1990s. Goods price  

inflation should recede in 2022, but gradually rising US services 
inflation will keep US core inflation above 3% by end-2022. Inflation 

pressures are less intense in other advanced economies but  
end-2021 CPI forecasts have been revised up widely.  

Policy Support Set to Wane    
Inflation pressures are influencing the policy debate. Fed tapering 

is expected to being in November 2021 and we now anticipate two 
Fed rate hikes in 2023. The Bank of England (BOE) is also now 

expected to hike rates in 2023 and emerging-market (EM) 
monetary policy has seen an about-turn. Peak global fiscal stimulus 
is behind us. Furlough schemes in Europe are being unwound.    

Property Weighing on China’s Recovery   

Deleveraging dynamics in the property sector a re weighing on 

China’s recovery. Macro policy is starting to be recalibrated but 
slower housing activity will take a toll on domestic demand and 

global commodity markets. Challenges to the EM growth outlook  
for 2022 are starting to build.    

“The inflation shock is proving more durable 
and intense than most expected and is 
influencing the policy debate. Fiscal and 
monetary policy will be less supportive for 
growth from 2022.” 

Brian Coulton, Chief Economist, Fitch Ratings 
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Global Forecast Summary  

(%) 
Annual Average                       

2016-2020 
2020 2021F 2022F 2023F 

GDP Growth      

US 1.1 -3.4 6.2 3.9 1.9 

Eurozone 0.3 -6.3 5.2 4.5 2.2 

China  5.8 2.3 8.1 5.2 5.3 

Japan   -0.3 -4.7 2.5 3.0 1.0 

UK  -0.7 -9.8 6.6 5.0 2.2 

Developed a 0.5 -4.9 5.3 4.0 2.0 

Emerging b 3.8 -0.7 7.1 5.0 4.6 

Emerging ex-China 1.6 -4.1 5.8 4.7 3.8 

World c 1.7 -3.3 6.0 4.4 3.0 

      

Inflation (end of period)      

US 1.8 1.4 4.4 2.7 2.5 

Eurozone 1.0 -0.3 3.3 1.2 1.4 

China 2.2 0.2 2.2 2.0 2.3 

Japan 0.4 -1.2 0.7 0.9 0.5 

UK 1.7 0.6 3.4 2.4 2.0 

      

Interest Rates (end of period)      

US 1.27 0.25 0.25 0.25 0.75 

Eurozone 0.00 0.00 0.00 0.00 0.00 

China d 3.16 2.95 2.95 2.95 2.95 

Japan -0.10 -0.10 -0.10 -0.10 -0.10 

UK 0.45 0.10 0.10 0.10 0.35 

US 10-year yield 1.99 0.92 1.70 2.00 2.30 

      

Exchange Rates and Oil      

Oil (USD/barrel) 55.8 43.3 63.0 55.0 53.0 

USDJPY (end-period) 109.4 103.6 110.0 109.0 105.0 

USDEUR (end-period) 0.88 0.81 0.85 0.85 0.85 

GBPUSD (end-period) 1.31 1.34 1.38 1.38 1.38 

USDCNY (end-period) 6.77 6.54 6.60 6.60 6.80 

a US, Japan, France, Germany, Italy, Spain, UK, Canada, Australia and Switzerland  
b Brazil, Russia, India, China, South Africa, Korea, Mexico, Indonesia, Poland and Turkey  
c ‘Fitch 20’ countries weighted by nominal GDP in US dollars at market exchange rates (three-year average) 
d One-year medium-term lending facility  
Source: Fitch Ratings 
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Forecast Highlights 

Fitch expects world GDP to grow by 6.0% in 2021. This is still a very 
rapid rate but the forecast has been revised down by 0.3pp since the 

June GEO. This reflects increasing evidence of supply constraints  
on the pace of expansion in the US, a sharper slowdown in China as  

the property sector cools and coronavirus-related setbacks to 
recoveries elsewhere in Asia, partially offset by a brighter outlook  

for the eurozone. The forecast for world growth in 2022 has edged 
up by 0.1pp to 4.4% on delayed recoveries in Asia.     

We now expect growth in developed economies to be 5.3% this 

year, revised down from 5.7% in June and EM growth has been 
revised down to 7.1% from 7.3%. For EM excluding China, growth is 

now expected to be 5.8% in 2021 (revised down from 5.9%) – this 
50bp differential over developed-country growth is the weakest 
since 2015. 

We have lowered our US growth forecast for 2021 to 6.2% from 
6.8% in June. This largely reflects a weaker-than-expected outturn 

for real growth in 2Q21 despite a very rapid 14.4% annualised 
expansion in nominal domestic demand. A larger-than-expected 

share of demand growth leaked into higher prices. We have revised 
down China’s GDP forecast for 2021 to 8.1% from 8.4% and the 

2022 forecast has been revised to 5.2% from 5.5%. A host of recent 
indicators have pointed to a sharper-than-expected downturn in 

domestic demand. While some of these reflect pandemic-related 
restrictions imposed in July and August, the cooling in the property  
sector is the key driver behind the forecast downgrades.   

We have also made sizeable cuts to the 2021 growth forecasts for 
India, Australia, Indonesia and Korea, primarily reflecting the surge 

in Covid-19 cases in the past six months. The share of the 
population fully vaccinated in Asia remains relatively low and some 

countries – including Australia – have re-imposed tough lockdowns . 
GDP outturns in 2Q21 were significantly weaker than expected, 

particularly in India where the FY22 forecast (financial year ending 
March 2022) has been cut by 1.3pp to 8.7%. Indonesia is also 

struggling to recover from the pandemic shock and the 2021 
forecast has been cut by 1.6pp to 3.2%. 

By contrast, we have revised up our forecast for eurozone 2021 

growth to 5.2% from 5.0% in the June GEO. The re-opening boost 
to activity was larger than anticipated in 2Q21 and looks to be 

continuing fairly rapidly in 3Q21. Italy and Spain in particular 
showed surprising strength and with Next Generation EU (NGEU) -

funded public investment starting to get underway, we have raised 
their forecasts for 2021 by 0.9pp and 0.3pp, respectively. France  

has also seen an upgrade of 0.3pp. In terms of the eurozone  
aggregate, a stronger-than-expected boost from reopening has 

outweighed the impact of more intense manufacturing supply 
constraints in Germany, where we have cut our GDP growth 
forecast for 2021 by 0.6pp.   

The largest upward revisions are in EMEA emerging markets 
including Turkey, Russia, Poland and South Africa. Our above -

consensus June GEO forecast of 6.3% for Turkey is proving too 
pessimistic and we now see growth exceeding 9% this year, the 

fastest among the Fitch 20. We have raised Russia’s forecast by 
0.6pp following a stronger-than-expected 2Q21 outturn and a 

rapid recovery in consumption. We have also upgraded Mexico’s  
growth forecast.  
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We have revised up our near-term inflation forecasts quite widely. 

Twelve of the Fitch 20 countries have upward revisions to 
December 2021 CPI inflation forecasts with the revision averaging 

around 100bp. Brazil, Germany, Poland, Turkey and the UK have 
the largest upward revisions, while adjustments for 2022 are much 
smaller and more mixed.  

Economic Immunity Is Still Elusive      
The direct impact of the pandemic on economic activity is declining 

in many countries, but at the global level “economic immunity” 
remains some way off. Encouragingly, the experience of most large 

countries suggests that each successive wave of Covid-19 cases is 
having a diminishing impact on GDP. This is partly a reflection of the 

major adaptations that have taken place in working practices and 
consumption patterns as people ‘learn to live with’ the pandemic.    

Moreover, there seems to be a growing disconnect between 

increases in cases and economic indicators where greater progress  
has been made with vaccination. This is most in evidence in the UK 

and the EU, where a weakening link between hospitalisation and 
Covid-19 cases is helping by reducing the need for renewed 
lockdown restrictions and consumer fears of social mixing. 

Even in the US, where hospitalisation has risen back to close to 
January 2021 peaks, mobility and other high-frequency data – such 

as open table restaurant bookings and weekly data on card payment 
transactions – have been holding up well. Services sector PMI 

balances and indicators of labour demand have also remained 
strong, although some consumer confidence measures have fallen.  

This bodes well for the continued reopening of leisure and transport 
sectors. 

But in economies where vaccine rollout has been less advanced, 

renewed rises in Covid-19 cases are still taking a more significant 
toll. This is the case in Asia, where restrictions were tightened in a 

number of countries in recent months , most notably Australia  
where we now expect to see a fall in GDP in 3Q21. Renewed 

restrictions have compounded supply-chain problems in global 
electronics markets as major semiconductor producers, such as 

Vietnam and Malaysia, have shut factories to stem the spread of the 
coronavirus. The ongoing impact of the health situation in 
suppressing labour supply is also becoming more of a focus.   
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Recovery Hits Speed Limits  

World growth of 6% this year would be the fastest rate since 1973. 
But this disguises even more exceptional growth rates in specific 

areas of demand, notably for goods, and consumer durable goods in 
particular. US consumer durables spending rose by 34% in real 

terms in the year to 2Q21, taking it 28% above its pre-pandemic 
(4Q19) level. In nominal terms, durables spending reached a level  in 

April 2021 that was around 40% above pre-pandemic. US 
residential investment demand also has been strong – up by 16% in 
real terms from pre-pandemic levels.  

This rapid rise in demand for durable goods would have stretched 
the capacity of even the most elastic industry supply curves. In the 

event, the global semiconductor market has proved to be a key 
bottleneck given the heavy electronics component of durables  

demand. The supply response from the semiconductor industry was 
hampered by a number of specific production shocks and an initial 

decline in inventories at the peak of the pandemic shock in 2Q20. 
US-China trade tensions have also complicated market dynamics. 

The upshot has been a major shortage of critical semiconductor 

components in a swathe of industries. Production shutdowns in the 
autos sector – despite historically low inventories and strong final 

demand – are a clear illustration of supply constraints. Most major 
car producers have announced partial shutdowns, including  
Toyota’s 40% output cut announced in August.  

Trade flows have also run into bottlenecks. In recent months there  
has been major congestion at key global ports with unloading times 

reported to be three times longer than usual in Los Angeles in 
August. Geographical disruptions to container shipping flows at the 

peak of the lockdown and the temporary blockage of the Suez Canal 
in March have exacerbated congestion. Supply shortages have led 

to manufacturers and retailers facing increasing delivery delays. 
The US Institute of Supply Management (ISM) Survey shows the 

balance of respondents reporting slower-than-usual delivery times 
from suppliers at its highest level since the mid-1970s.   

Reports of labour shortages have also become much more  

widespread since the spring and have been reflected, for instance, 
in business survey responses and surging unfilled vacancies. In a 

recent US National Federation of Independent Business survey , 
60% of respondents reported few or no qualified applicants for 

open positions, a record high for the survey that has been running  
since the early 1990s. Labour shortages also seem to stem to a large 

extent from the pace at which labour demand has recovered as the 
services sector has re-opened, given that overall employment levels 
remain lower than pre-pandemic. 

The reopening has boosted labour-intensive services industries, 
such as leisure and transport. This is in many ways the flipside of the 

disproportionately large negative labour demand shock in 2Q20 
when these industries bore the brunt of the lockdown.  

However, while labour demand is rebounding, the pandemic still 

seems to be constraining the supply of labour. Ongoing health 
concerns appear to be discouraging workers from returning to 

occupations where social mixing is core to the job. Continuing  
school closures and a limited reopening of childcare facilities are 

also cited as preventing parents from returning to the labour 
market. Labour force participation rates in the US have been 
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surprisingly slow to recover, leaving the labour force 1.8% smaller - 

or 2.9 million – than pre-pandemic. A BLS survey showed that 1.5 
million people were still unable to look for work in August because 
of the pandemic.    

Reduced international labour migration is also a factor. Net 
immigration has been a key component of growth in the working-

age population in many economies in recent years. This includes the 
UK and Australia, but both countries have seen net outward 

migration over the past year or so. Ongoing restrictions on 
international travel are likely to delay a return to pre-pandemic 

migration patterns and Brexit could result in a more lasting shock in 
the UK. EU citizens accounted for a relatively high share of leisure 
and transport jobs pre-pandemic in the UK.  

Inflation Pressures Intensify  

Supply constraints have generated inflation pressures that are 
proving more intense and durable than anticipated in the June GEO. 

These go well beyond rising commodity prices and are most evident 
in global and, in particular, US goods price inflation. The price of 

world merchandise exports rose 17% in the year to June 2021. This  
was partly boosted by the surge in global shipping costs, with 

container charter rates up by 250% year-to-date according to the 
Harper Petersen index. Global metals prices are 50% higher than 

pre-pandemic and the IMF’s non-energy commodity index has risen 
by 35% in the past 12 months.  

Among the major developed economies, inflation pressures are 

most pronounced in the US, where producer input prices for 
processed goods (excluding energy) rose by 22% yoy in July, the 

fastest increase since 1975. This rise in producer costs is being 
passed on to US consumers. Headline CPI inflation has been above 

5% yoy for four consecutive months and the core index , which 
excludes food and energy, has been above 4% for the past three  

months. These are the highest core inflation rates since the early 
1990s and primarily reflect the strength of goods prices. 

Core goods inflation has accelerated to around 8%, the fastest rate 

since the early 1980s. Our US CPI forecasts assume that monthly  
core goods price inflation stays high through 1Q22 before falling 

back quite quickly as supply responds, US consumer demand 
switches back towards services, and fiscal support eases. US 

services inflation has also picked up in recent months to just under 
3%, the rate prevailing before the pandemic. However, the largest 

component of the services index – housing rents – has risen quite  
quickly since May. Low rental vacancy rates, strong house price  

inflation, and recent sharp increases in a number of private-sector 
measures of rental rates point to a further acceleration. 

Services inflation historically has been closely correlated with wage 

inflation. The Atlanta Fed hourly wage measure increased to 3.9%  
in August, but this is only back to pre-pandemic norms, suggesting 

near-term labour shortages have not yet resulted in a major surge 
in wage growth at the aggregate level. The still heavily depressed 

employment-to-population ratio – an excellent guide to labour 
market slack and wage pressures since the late 1990s – also points  

to relatively limited further increases in wage inflation. 
Nevertheless, our forecast is for the rate of US services inflation to 

rise further to 3.6% yoy by end-2022, keeping overall US core  
inflation above 3% yoy.   
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While goods price increases are being felt across the developed 

world, wider inflation pressures look less intense outside the US. 
For example, eurozone core inflation has only risen to 1.6% yoy, 

services inflation has historically languished well below 2% y oy and 
there is little evidence to date of a substantive rise in wage inflation. 

We expect eurozone core inflation to peak at around 2.8% yoy in 
December 2021 but then fall well below 2% by 2023.  

Policy Support Set to Wane  
Central banks have emphasised the likelihood that the current rise 

in the rate of inflation will be temporary, but recent surprises on 
inflation have changed the tone of the macro policy debate and we  

have changed our outlook for Fed and BOE monetary policy. The  
Fed is now expected to start tapering asset purchases this 

November. This is a few months earlier than we expected in the 
June GEO. It is likely that the Fed will see its threshold of 

“substantial progress” towards restoring full employment achieved 
by October. The tapering is expected to last just under a year.   

The Fed is still expected to wait until 2023 before raising interest 

rates. Our forecasts show US unemployment remaining above 4% – 
the Fed’s estimate of its mid-cycle equilibrium rate – until 4Q22. 

Changes to the Fed’s policy goals announced in August 2020 
downplayed the importance of unemployment falling below its 

estimated equilibrium rate as a trigger for monetary policy 
tightening. Moreover, the shift to average inflation-targeting 

implies that inflation would need to be moderately above 2% for 
some time before the Fed raised rates. We think this would require  

more than two years of PCE inflation above 2% (or equivalently CPI 
inflation above 2.3%). 

A rate hike within three months of ending asset purchases would 

also be very rapid compared to the 15-month gap after QE3. 
Nevertheless, we now anticipate two Fed hikes in 2023. This  

reflects both our higher inflation forecasts and increased risk of 
higher-than-expected inflation. The global inflation shock also 

prompted less dovish soundings from the BOE, which is set to end 
asset purchases in November 2021. The August Monetary Policy 

Committee meeting signalled that interest rates would likely have 
to rise in the medium term and we anticipate a 25bp hike in 2023.    

The ECB is, however, still expected to continue with asset 

purchases throughout the forecast period, with the prospect of 
interest rate rises unlikely until the middle of the decade. The ECB’s  

Strategy Review announcement in July raised the bar in terms of 
the inflation outlook necessary to prompt any normalisation in 

policy rates and suggested greater tolerance for the rate of inflation 
moving temporarily above the new 2% target. 

Our inflation forecasts would certainly not meet the conditions for 

a rate hike and would imply the need for ongoing aggressive policy 
support beyond March 2022, when we expect the ECB to end the 

Pandemic Emergency Purchase Programme (PEPP). As such, we see 
asset purchases under the asset purchase programme (APP) facility 

being ramped up significantly from next April. Nevertheless, this is 
still likely to mean that the overall pace of ECB monthly purchases  
will fall significantly next year.  

These shifts in the global monetary policy outlook will accompany a 
major scaling down of global fiscal policy support from 2022. US 

fiscal policy stimulus peaked in 1H21 and even White House  
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aspirations on infrastructure – as set out in the President Joe 

Biden’s Budget – entail only a modest further net fiscal easing in 
2022 and 2023. In the eurozone, fiscal support for growth will be 

more stretched out owing to the NGEU facility, which will make 
large disbursements to Italy and Spain and other EU countries in the 

coming years. But job furlough schemes in the EU are due to be 
phased out soon and we anticipate modest increases in 

unemployment. The UK furlough scheme is being wound up in 
September; as of July, there were 1.5 million jobs covered by the 

scheme – equivalent to nearly 5% of the labour force. The UK 
government has also recently announced an increase in 
employment taxes from April 2022.    

China Slows as Property Sector Cools  

China was always expected to slow after its impressive rebound 
from the pandemic but recent data have been weaker than 

expected. This partly reflects new restrictions imposed to suppress  
coronavirus outbreaks, but the main factor weighing on the outlook  

is the slowdown in the property sector. This has followed a broader 
slowdown in credit – with the credit impulse turning negative from 

2Q21 – but also a recent tightening of regulatory policies towards  
the sector. Housing starts are falling and financial pressures are 
weighing on real-estate investment.  

Macro policy is already being recalibrated and we expect the PBOC 
to make further cuts in banks’ reserve requirement ratios soon. 

Infrastructure investment is also likely to see a boost from stepped-
up local government special bond issuance. But while credit growth 

is likely to start recovering by end-2021, this will take time to gain 
traction on demand. Meanwhile, there are no signs of any relaxation 

in regulatory pressure on the property sector. Residential 
investment directly accounts for around 10% of GDP and property  
activity has large spill-overs to other industries.    

Challenges to Emerging-Market Growth 
The recovery in EM excluding China has been mixed and, relative to 

historical trends, the rebound has been somewhat lacklustre. The  
forecast positive growth differential against developed economies  

in 2021 is narrow by historical standards. This partly reflects a 
weaker macro policy response than in developed economies as well 

as a slower vaccine rollout. But despite this weak backdrop , 
challenges to the 2022 growth outlook are starting to develop.  

The slowdown in China will have important trade multiplier 

impacts, particularly in emerging Asia. In addition, the China 
property slowdown will take a toll on global commodity demand, 

which could weigh on the EM terms of trade. Demand for EM 
manufacturing exports is likely to remain strong in the near term as 

supply-chain shortages are worked through. But later in 2022 the 
switch back towards services consumption in developed economies  

is likely to be associated with less-import intensive growth. Fed 
tapering, US inflation surprises, and likely increases in long-term US 

yields could also weigh on capital inflows, although a repeat of the 
2013 taper tantrum episode involving the ‘fragile five’ emerging 
markets is unlikely. 

Domestic monetary policy in several large EMs – including Russia 
and Brazil – has also undergone a rapid change of direction in recent 

months as EM central banks have responded to rising inflation.  This 
could also weigh on growth in 2022.     
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United States 

GDP grew by 1.6% (or 6.6% annualised) in 2Q21, taking economic 
activity 0.8pp above its pre-pandemic (4Q19) level. Consumption 

grew rapidly as expenditure on services jumped after pandemic 
restrictions were eased and durables spending had another very 

large increase, to a level 30% higher than before the pandemic. GDP  
growth was, however, less than expected in the June GEO as 

supply-side constraints weighed on production and as a larger-
than-expected share of demand expansion fed into price increases. 
We have revised down our 2021 forecast to 6.2% from 6.8% in June.   

A number of recent indicators have weakened, with consume r 
spending declining slightly in July as durables spending fell. The  

renewed surge in the coronavirus since July – which has, in contrast 
to Europe, been accompanied by a sharp rise in hospitalisation rates 

– has also weighed on consumer confidence. Nevertheless, high-
frequency data on mobility and payment card transactions have 

held up well and PMI surveys continue to point to a robust 
expansion in the services sector. Payroll gains have averaged 

650,000 over the past two months and other labour market 
indicators have improved. Strong capital goods orders also point to 

further increases in business investment as firms strive to meet 
demand.    

Core CPI inflation was stronger than expected, reaching 4.0% yoy 

in August. Core goods inflation has risen to around 8%, its highest 
rate since the early 1980s, reflecting semiconductor shortages, 

rising commodity prices and increasing international  
transportation costs. Rising producer prices and PMI surveys 

corroborate reports of ongoing supply-chain disruptions and we  
expect core goods inflation to remain high well into 2022. Core 

goods pressures should ease from mid-2022 as supply-side capacity 
increases and consumer spending continues to switch back towards  

services. This will be partly offset, however, by rising services 
inflation as housing rental inflation increases, leaving core CPI 
inflation above 3% at end-2022.   

We now anticipate that the Fed will taper asset purchases in 
November and bring them to a halt by September 2022. The Fed is 

still unlikely to raise interest rates next year, but we now anticipate 
two rate hikes in 2023.  

 

 

  

 

 

United States - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 1.1 -3.4 6.2 3.9 1.9 

Consumer spending 1.2 -3.8 8.4 4.3 2.5 

Fixed investment 2.3 -2.7 8.7 2.9 1.9 

Net trade (contribution pp) -0.2 -0.2 -1.6 -0.4 -0.6 

CPI inflation (end-year) 1.8 1.4 4.4 2.7 2.5 

Unemployment rate 5.0 8.1 5.6 4.4 3.8 

Policy interest rate (end-year) 1.27 0.25 0.25 0.25 0.75 

Exchange rate, USDEUR (end-year) 0.88 0.81 0.85 0.85 0.85 

Source: Fitch Ratings 
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Eurozone 

We have revised up our 2021 growth forecast for the eurozone  
given the higher 2Q21 growth outturn of 2.2% against our forecast 

for 1.7%. We now expect the eurozone to grow 5.2% this year 
compared with 5.0% in the June GEO. We expect the economy to 
expand by 4.5% in 2022, unchanged from June.  

The eurozone’s recovery firmed in 2Q21 as barriers to mobility 
were lowered and consumer activity bounced back faster than 

anticipated. The composite PMI index rose to a 15-year high in July 
and remained strong in August, with strength in manufacturing  

being joined by further gains in services. While bottlenecks may 
damp industrial production ahead, we still expect the rebound in 

consumption to drive solid growth in 2H21. The Delta variant is not 
expected to threaten this outlook. After the initial pick-up in July, 

new Covid-19 cases tailed off slightly in August, and improved 
vaccination rates and lower hospitalisation rates suggest a return to 

significant restrictions is unlikely. The initial implementation of 
NGEU funds will also support demand this year. 

We expect continued supply-chain disruption and high produce r 

prices to keep core inflation elevated for longer than we anticipated 
in June. Alongside base effects and a pick-up in energy prices, this 

means we have raised our end-of-year inflation forecast to 3.3%  
(above our previous 2.4% forecast). Thereafter, we expect inflation 

to fall back below the ECB’s new 2% target in 2022 and 2023, as 
these temporary factors subside. Given the low inflation outlook, 

and following the ECB’s recent Strategy Review, we see little 
chance of rate hikes before 2025. Bond purchases are likely to 

continue throughout the GEO forecast horizon with monthly APP 
purchases being scaled up to around EUR50 billion once the PEPP 

comes to an end in March 2022. Nevertheless, this would still 
represent a decline from the current combined monthly PEPP and 
APP purchases of around EUR90 billion.   

The reopening of eurozone economies in 2Q21 has also led to a 
faster-than-expected rise in the demand for workers. As the jobless 

rate dropped to 8.0% in 2Q21, we have revised down our 
unemployment forecast for 2021 to 8.1% from 8.9%. Nonetheless, 

we still anticipate a rise in unemployment, albeit from a lower base 
than before, with employment support schemes coming to an end in 

the coming quarters. Indeed, although falling, significant numbers  
remain on employment support schemes across the big four 
eurozone economies. 

 

 

  

 

 

Eurozone - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 0.3 -6.3 5.2 4.5 2.2 

Consumer spending -0.3 -7.9 2.7 4.6 2.4 

Fixed investment 2.0 -7.2 4.9 4.4 1.7 

Net trade (contribution pp) -0.2 -0.3 1.6 0.4 -0.2 

CPI inflation (end-year) 1.0 -0.3 3.3 1.2 1.4 

Unemployment rate 8.6 7.9 8.1 7.8 7.3 

Policy interest rate (end-year) 0.00 0.00 0.00 0.00 0.00 

Exchange rate, EURUSD (end-year) 1.14 1.23 1.18 1.18 1.18 

Source: Fitch Ratings 
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China  

GDP grew by 7.9% yoy in 2Q21 – unchanged from our June GEO  
forecast – but monthly indicators are now pointing to a more  

marked domestic slowdown than anticipated. We have cut both our 
annual 2021 and 2022 GDP forecasts by 0.3pp. Fixed-asset 

investment growth fell to 0.5 yoy in August, industrial production 
recorded its weakest monthly expansion since February 2020 and 

retail sales have stagnated in the past two months. PMI survey 
balances for manufacturing and services moved below 50 in August.    

The recent weakening in consumer and services sector indicators  

partly reflects the imposition of new locally targeted coronavirus-
related restrictions in recent months following outbreaks in several 

cities. Targeted restrictions have proved successful in controlling  
new cases in the past and are unlikely to be a drag on growth beyond 
3Q21.  

The slowdown in the property sector is likely to have a more lasting 
impact. Housing starts fell 15% yoy and housing sales by 17% yoy in 

August. This partly reflects the broader credit cycle – with the 
credit impulse moving further into negative territory in August – 

but also a regulatory squeeze on the sector as the authorities seek 
to limit leverage among developers, curb speculative housing  

purchases and contain property price inflation. Residential 
construction accounts for around 10% of GDP and has strong  
multiplier impacts across industry.   

The economic slowdown is prompting a recalibration of macro 
policy settings. The PBOC recently called on commercial banks to 

provide more credit support to the economy, and while we do not 
expect reductions in benchmark interest rates, the reserve 

requirement ratio is likely to be cut again later this year following a 
50bp reduction in July. Policymakers have also recently called on 

local governments to boost special bond issuance, which has fallen 
well short of quotas. This should help to secure a recovery in 

infrastructure investment, which has been declining in yoy terms  
since April. These easing moves will take some time to gain traction 

but credit growth will likely start increasing again before end-2021. 
With export growth remaining a bright spot – showing an 

unexpected acceleration in August – GDP growth is still likely to 
remain above 8% this year.   

 

 

  

 

 

China - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 5.8 2.3 8.1 5.2 5.3 

Consumer spending 6.0 -2.5 7.4 6.5 5.2 

Fixed investment 6.0 4.2 2.7 4.5 5.5 

Net trade (contribution pp) 0.1 0.6 2.5 0.2 0.3 

CPI inflation (end-year) 2.2 0.2 2.2 2.0 2.3 

Policy interest rate (end-year) 3.16 2.95 2.95 2.95 2.95 

Exchange rate, USDCNY (end-year)  6.77 6.54 6.60 6.60 6.80 

Source: Fitch Ratings 
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Japan 

The Japanese economy performed stronger than we expected in 
2Q21, growing by 0.5% qoq, despite the imposition of new 

restrictions in several prefectures amid new coronavirus outbreaks. 
The surprisingly robust 1.6% qoq rise in household services 

consumption signals that states of emergency are no longer having 
as large an impact on consumer spending as in 2020. However, 

while consumers and businesses have become more adept at 
dealing with Covid-19 restrictions, the overall level of demand in 

the economy is still very depressed. GDP in 2Q21 was 3.3% below 
its pre-pandemic, pre-consumption tax hike level in 3Q19.  

We expect GDP to expand moderately in 3Q21, at 0.3% qoq. The  

surge in new infections and hospitalisations to a record high during  
the summer coupled with an expanding list of prefectures under 

states of emergency has set back household consumption 
somewhat. The August services PMI plunged to its lowest level 

since May 2020 and other high-frequency data point to falling 
consumption. Meanwhile, manufacturing production is constrained 

by the shortages of inputs, though firms are forecasting a rise in 
output in August and September.  

Activity should accelerate sharply in 4Q21 and 1Q22 as a 

significant share of the adult population becomes fully vaccinated 
and most restrictions are lifted. This should unleash pent-up 

services consumption and support broader sentiment. Meanwhile, 
we expect the external sector to continue to fare well despite 

persistent supply disruptions. Japanese manufacturers are well 
positioned in the production of machineries (including machines 

used to manufacture semiconductors), whose pandemic-induce d 
demand should remain strong in the months ahead. In all, we have 

not changed our annual GDP growth forecasts, at 2.5% for this year, 
3% in 2022 and 1% in 2023.    

The yen has traded at a weak level of around 108-110 against the 

US dollar since March. Rising expectations of the Fed’s policy 
normalisation has weighed on the currency more than we expected, 

amid higher-than-forecast US inflation. A less dovish Fed will keep 
the yen weak through 2022. We have pushed out our timing of yen 

appreciation to 2023. Official inflation numbers for 2021 have been 
lowered due to the introduction of a new CPI basket, prompting us 

to revise down our end-2021 forecast to 0.7% yoy (-0.1% annual 
average), from 1%. The rate of inflation will continue to pick up in 

coming months, with a peak reached in 2Q22 at around 1.4%, from 
-0.3% in July 2021.  

 

  

 

 

Japan - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.3 -4.7 2.5 3.0 1.0 

Consumer spending -1.1 -5.9 2.0 4.2 0.8 

Fixed investment -0.1 -4.3 1.3 3.2 1.6 

Net trade (contribution pp) 0.0 -0.9 0.8 -0.2 0.1 

CPI inflation (end-year) 0.4 -1.2 0.7 0.9 0.5 

Unemployment rate 2.7 2.8 2.8 2.4 2.3 

Policy interest rate (end-year) -0.10 -0.10 -0.10 -0.10 -0.10 

Exchange rate, USDJPY (end-year)  109.4 103.6 110.0 109.0 105.0 

Source: Fitch Ratings 
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United Kingdom 

GDP grew by 4.8% qoq in 2Q21 – slightly exceeding our 
expectation of 4.4% – as the economy reopened after a restrictive  

third national lockdown in 1Q21. The boost to GDP from reopening  
of indoor hospitality and domestic tourism was given an extra fillip 
from spending related to the Euro football tournament.    

Retail sales fell slightly in July and GDP growth weakened to 0.1%  
but services sector PMIs, labour demand indicators and payment 

card data point to reopening momentum continuing in 3Q21, 
helped by a surge in domestic tourism. New coronavirus cases have 

increased rapidly since June but the rise in hospitalisation has been 
much more muted possibly reflecting earlier progress on rolling out 

vaccines to more vulnerable groups. We have pared back our qoq 
growth forecast for 3Q21 leaving the annual forecast for 2021 
unchanged at 6.6%.   

Headline CPI inflation had risen to 3.2 by August – from below 1% 
at the start of the year – and with widespread reports of supply-

chain pressures and producer prices rising sharply, we anticipate 
sizeable monthly gains in core goods (i.e. goods excluding energy) 

prices through the rest of this year and into 1Q22. We now expect 
headline inflation to reach 3.4% yoy by December and more than 
4% in early 2022.    

Reports of labour shortages have also increased as job vacancies 
have risen in labour-intensive services. Self-isolation orders amid 

the surge in coronavirus cases have played a part but labour force  
participation has also remained low. Net immigration has also 

declined sharply, from 300,000 a year pre-pandemic to net outward 
migration of 50,000 in 2020, according to ONS analysis. To the 

extent that this reflects Brexit, this could have a more lasting impact 
on labour supply.  

The furlough scheme may also have influenced recent labour 

market adjustments. As of end-July there were still 1.5 million jobs 
under furlough, equivalent to almost 5% of the labour force. We 

expect unemployment to rise after the scheme ends in September  
although our annual average 2021 and 2022 forecasts have been 
revised down slightly since June.   

The Bank of England’s August meeting noted that some “modest 
tightening” of monetary policy would likely be necessary over the 

medium term but we expect they will take time to assess the 
underlying tightness of the labour market in the wake of the 
pandemic and will wait until 2023 before raising interest rates.    

 

  

 

 

United Kingdom - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.7 -9.8 6.6 5.0 2.2 

Consumer spending -0.8 -10.9 3.6 6.4 2.6 

Fixed investment 0.1 -8.8 5.1 3.2 2.4 

Net trade (contribution pp) 0.2 0.7 0.0 -0.3 -0.1 

CPI inflation (end-year) 1.7 0.6 3.4 2.4 2.0 

Unemployment rate 4.3 4.5 5.3 5.3 4.3 

Policy interest rate (end-year) 0.45 0.10 0.10 0.10 0.35 

Exchange rate, GBPUSD (end-year) 1.31 1.34 1.38 1.38 1.38 

Source: Fitch Ratings 
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Germany 

A weaker-than-expected 2Q21 outturn, along with challenges in 
the manufacturing sector, mean we have revised down German 

growth in 2021. Given 1.6% growth in 2Q21 (compared with the 
2.8% expected) we now forecast the economy to grow 3.6%, rather 

than the 4.2% previously forecast. An upward revision to 2020 data 
also played into the lower 2021 forecast via a smaller base effect.  

The easing of restrictions in May and June has supported a rebound 

in consumer activity, which we expect to persist into 3Q21. 
Although Delta variant cases started rising earlier in 3Q21, since 

more than 60% of the population have now had two vaccinations, 
we do not expect a return to significant restrictions. Google 

mobility data for retail and recreation are practically back at pre -
pandemic levels and another strong services sector PMI print in 
August points to continued support from consumer spending.  

While Germany’s manufacturing PMI continued to grow solidly in 
August, supply bottlenecks and a weaker growth outlook in China 

are likely to damp industrial performance. In particular, a dearth of 
microchips has weighed on vehicle production. The Ifo Business 

Climate Index fell further in August partly reflecting this. This  
weaker outlook for manufacturing and Chinese growth may eat into 
the consumer-led recovery in 2021 and 2022. 

The rebound in activity has also supported the labour market, with 
the unemployment rate falling to 3.7% in 2Q21. As such, we now 

expect unemployment to average 3.9% in 2021, compared to 4.8%  
in the June GEO. While the number of people on the Kurzarbei t 

scheme has dropped sharply to around 1.6 million in June, we still 
anticipate joblessness to edge up, before dropping back in 2022, as 

a portion of those on the scheme become unemployed and inactive 
individuals return to the labour force.  

We now expect the headline harmonised index of consumer prices  

(HICP) to end 2021 at 3.7% (compared to our previous forecast of 
2.6%). This is mainly due to longer-lasting supply bottlenecks  

combining with higher energy prices and the base effects from 
2H20’s VAT cut. That said, inflation should moderate early next 
year as these temporary factors dissipate.  

Despite potential for a new government in the September election, 
we do not expect it to lead to a significant change in the near-term 
economic outlook. 

 

 

 

  

 

 

Germany - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 0.5 -4.6 3.6 4.2 2.0 

Consumer spending 0.2 -5.9 -0.8 4.6 2.1 

Fixed investment 1.9 -2.2 4.4 5.3 2.7 

Net trade (contribution pp) -0.5 -0.8 0.7 0.0 -0.3 

CPI inflation (end-year) 1.1 -0.7 3.7 1.3 1.5 

Unemployment rate 3.7 3.9 3.9 3.8 3.5 

Policy interest rate (end-year) 0.00 0.00 0.00 0.00 0.00 

Exchange rate, EURUSD (end-year) 1.14 1.23 1.18 1.18 1.18 

Source: Fitch Ratings 
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France 

We expect the French economy to grow at a slightly faster rate of 
6.1% in 2021 compared to our previous forecast of 5.8% in June. 

While 2Q21 growth came in slightly above our expectations at 1.1% 
(against our projection of 1.0%), 1Q21 was also revised slightly 

upward. Furthermore, since there was a third national lockdown in 
April, we expect more of the rebound in economic activity – after 
restrictions were eased in May – to take root in 3Q21. 

Part of our growth upgrade also reflects strength in forward -
looking indicators. Both the composite PMI and Europea n 

Commission’s Economic Sentiment Indicator for France slipped 
slightly in August but still posted sturdy numbers, reflecting strong  

business and household confidence. Meanwhile, though C ovid-19 
cases linked to the Delta variant were rising since early July, they 

stabilised in August, and mobility levels in retail and recreation are 
back at pre-pandemic levels. Vaccination rates have also improved 

with more than 60% of the population now double-jabbed. We 
expect the French economy to return to its pre-pandemic level in 
1Q22. 

Consumer spending will also be supported by improvements in the 
labour market. Unemployment fell to 7.9% in July. Hiring intentions  

as reflected by the European Commission’s Employment 
Expectations Indicator remained strong in August, and similar to 

pre-pandemic levels. The number of people on France ’s furlough 
scheme has also dropped sharply, with around 600,000 remaining 

on the programme at end-July. With the rapid pick-up in activity 
and the gradual withdrawal of support measures, we still expect the 

unemployment rate to rise towards the end of the year, but we now 
expect it to average 8.3% in 2021, rather than the 9.3% forecast in 
the June GEO.   

While we expect consumers to drive growth in the coming quarters , 
INSEE’s industrial investment survey also points to strength in 

capital expenditure plans. And, although manufacturing PMI fell, it 
remained strong in August. That said, supplier shortages and higher 

producer prices look likely to persist somewhat over the coming  
months. As a result, alongside the rise in energy prices, it is likely 
that headline inflation may reach 2.7% by year-end.  

 

 
 

  

 

 

France - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.2 -7.9 6.1 3.8 2.2 

Consumer spending -0.2 -7.1 3.5 4.5 2.1 

Fixed investment 1.2 -8.6 12.0 3.1 2.3 

Net trade (contribution pp) -0.3 -1.2 -0.2 -0.1 -0.1 

CPI inflation (end-year) 1.1 0.0 2.7 1.6 1.5 

Unemployment rate 9.0 8.0 8.3 8.0 7.5 

Policy interest rate (end-year) 0.00 0.00 0.00 0.00 0.00 

Exchange rate, EURUSD (end-year) 1.14 1.23 1.18 1.18 1.18 

Source: Fitch Ratings 
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Italy 

We have revised up our 2021 GDP growth forecast for Italy to 5.7% , 
from 4.8% in the June GEO. This is largely the result of a very strong 

growth outturn in 2Q21, increasing by 2.7%, above our 
expectations for 1.4%. A faster-than-anticipated bounce back in 
consumer activity following the lifting of restrictions is a key driver. 

We expect much of this rebounding growth momentum to persist in 
the coming quarter, particularly as restrictions have now eased and 

Google mobility data for retail and recreation are virtually back to 
pre-pandemic levels. Reflecting this, ISTAT’s Consumer Confidence 

Indicator reached its highest in almost three years in July and 
remained strong in August. Although Delta variant cases had been 

rising since July, they stabilised in August and vaccination numbers  
have also improved. As such, we do not expect a return to significant 
restrictions. 

Business activity has also bounced back faster than anticipated, and 
the leading indicators for 3Q21 continue to look strong . In August 

the composite PMI rose to its highest since June 2006, while  
ISTAT’s business confidence remained high. Supply delays in 

manufacturing continued to build, however, and resultant near-
term inflationary pressures remained substantive. We now expect 
year-end headline inflation to reach 2.3% in 2021, up from 1.7%. 

The initial implementation of Italy ’s EUR191.5 billion NGEU 
package of grant and loans, which was endorsed by the Europea n 

Commission in June, will also provide uplift to demand in 2H21 and 
beyond, alongside the government’s EUR40 billion package of 

measures announced in May. Altogether, we expect the economy  
return to its pre-pandemic level in 2Q22. 

The labour market recovery has firmed too. The unemployment 

rate dropped to 9.8% in 2Q21, while the European Commission’s  
Employment Expectations Indicator – a gauge of hiring intentions – 

for Italy hit its highest in more than three years in July and remained 
strong in August. The fast rise in activity is likely to support lower 

unemployment numbers, and as such we are expecting 
unemployment to average 10.0% this year, instead of 10.9%  in the 

June GEO. We still anticipate a slight rise in joblessness towards  
year-end as employment support eases. 

 

  

 

 

Italy - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.9 -8.9 5.7 4.3 2.5 

Consumer spending -1.3 -10.7 4.7 4.9 2.2 

Fixed investment 0.5 -9.1 15.1 3.8 3.0 

Net trade (contribution pp) -0.2 -0.7 0.3 0.3 0.0 

CPI inflation (end-year) 0.6 -0.3 2.3 1.0 1.3 

Unemployment rate 10.6 9.3 10.0 9.7 9.3 

Policy interest rate (end-year) 0.00 0.00 0.00 0.00 0.00 

Exchange rate, EURUSD (end-year) 1.14 1.23 1.18 1.18 1.18 

Source: Fitch Ratings 
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Spain 

We have revised up our forecast for the Spanish economy in 2021:  
we now expect GDP growth of 6.3%, compared with 6.0%  

previously. This is mainly due to a higher-than-anticipated outturn 
for 2Q21, of 2.8% qoq compared with our forecast of 2.3% in the 

June GEO. Growth in 2Q21 was largely driven by a strong rebound 
in consumer spending following the gradual lifting of Covid-19 
restrictions since early May.  

Leading indicators of business and consumer activity including the 
composite PMI and the European Commission’s Economi c 

Sentiment Indicator continued to post strong figures over the 
summer. Google mobility data for retail and recreation venues also 

came in only slightly below pre-pandemic levels in August. 
Meanwhile, both manufacturing and services PMI remained strong  
in August. 

This suggests reopening growth momentum will continue in 3Q21, 
albeit perhaps at a slower pace than in 2Q21 when activity sprang 

back rapidly. Moreover, with July’s surge of Covid-19 cases easing 
in August and more than 70% of the population now double-

vaccinated, initial concerns around the impact of the Delta  variant 
have subsided. Spain’s summer tourist season has been stunted by 

ongoing uncertainty around travel restrictions, but it has been 
better than anticipated. International tourist arrivals in July (non-
seasonally adjusted) were 45% of those in July 2019. 

The initial implementation of Spain’s EUR69.5 billion NGEU 
package, which was approved by the European Commission in June, 

will also provide uplift to growth in 2H21 and beyond. Indeed, we  
expect the economy to return to its pre-pandemic level by 3Q22. 

We have lowered our unemployment forecast for 2021 to 15.8%  
from 16.2%. The success of Spain’s furlough scheme, the ERTE, has 

prevented a sharper increase in joblessness to date, and the quick  
reopening of the economy has seen job numbers and employment 

expectations rise. That said, there were still around 272,000 people 
on the scheme in August, and with it set to finish at end-September, 

the jobless rate will likely climb towards the year-end. A further 
extension of the scheme would likely delay the rise  in the 
unemployment rate. 

Base effects, rising energy prices, and supply shortages are all likely 
to provide uplift to inflation for the remainder of the year, and as 

such, we now expect inflation to reach 3.0% at end-2021, compared 
with 2.2% before. 

 

  

 

 

Spain - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.1 -10.8 6.3 6.4 2.4 

Consumer spending -0.7 -12.1 9.3 5.2 1.9 

Fixed investment 1.3 -11.4 5.0 5.6 1.9 

Net trade (contribution pp) -0.3 -2.1 -0.6 0.7 -0.1 

CPI inflation (end-year) 0.8 -0.6 3.0 1.1 1.4 

Unemployment rate 16.4 15.5 15.8 15.0 13.9 

Policy interest rate (end-year) 0.00 0.00 0.00 0.00 0.00 

Exchange rate, EURUSD (end-year) 1.14 1.23 1.18 1.18 1.18 

Source: Fitch Ratings 
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We have kept our forecast for Swiss economic growth in 2021 at 
3.6%. Although 2Q21 growth was stronger at 1.8% (versus our 

expectation of 1.5%), 2020 was also revised upward, slightly 
damping the base effect in 2021. An increase in consumer activity 

and a significant rise in government spending, which was attributed 
to pandemic-related expenditure, was behind the strong growth in 
2Q21.  

We expect the rebound in consumer activity to continue in 3Q21, 
albeit at a slight slower pace. The KoF Economic Barometer, which 

tends to track GDP closely, continued to post strong numbers in 
August. Although new coronavirus cases owing to the Delta variant 

rose over the summer, with more than 50% of the population now 
double-vaccinated we do not expect a return to more stringent 
measures.   

A strong recovery in the industrial sector is also supporting the 
Swiss economy – with July’s manufacturing PMI rising to an all-time 

high of 71.1, and remaining strong in August. That said, with global 
manufacturing now facing bottlenecks, the forward-looking  

component of the Swiss Investor Sentiment Index , compiled by 
Credit Suisse and CFA Society Switzerland, fell sharply in August, 

reflecting the potential for a slowdown in the sector. Nonetheless  
we expect Swiss GDP to return to its pre-pandemic level in 3Q21. 

Longer-lasting supply pressures will also lead to a near-term rise in 

inflation. With the rate of core inflation rising to a 20-month high in 
August, we forecast further increases in the coming quarter with 

CPI still closing the year at around 1.4%. Thereafter, we expect 
inflation to drop below 1% in 2022 and 2023, and as such, we do not 

expect a tightening of the SNB’s monetary policy in the coming  
years.  

The labour market has also benefitted from the reopening. As a 

result, the unemployment rate fell further to 3.2% in 2Q21. 
Although the short-term work scheme has been extended until 

February 2022, we nonetheless expect to see joblessness rise in 
1Q22. Data for June show around 160,000 people were still reliant 

on short-term worker schemes, and despite a pick-up in the 
Secretariat for Economic Affairs’ index for job security in July, it still 
remains considerably below its long-term average. 

 

 

  

 

 

Switzerland - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 1.1 -2.5 3.6 3.4 1.9 

Consumer spending 0.2 -3.7 3.4 4.5 1.4 

Fixed investment 1.3 -1.7 3.8 3.0 1.7 

Net trade (contribution pp) 0.7 -0.5 1.8 0.2 0.5 

CPI inflation (end-year) 0.1 -1.0 1.4 0.3 0.8 

Unemployment rate 2.9 3.1 3.2 3.0 2.2 

Policy interest rate (end-year) -0.75 -0.75 -0.75 -0.75 -0.75 

Exchange rate, USDCHF (end-year)  0.98 0.88 0.95 0.98 0.98 

Source: Fitch Ratings 
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We have cut our 2021 GDP growth forecast sharply, to 3.7% from 
5.8%. The rapid spread of the Delta variant in June-August has 

forced the authorities to re-impose strict lockdowns in parts of the 
country. Australia’s initial strategy of Covid-19 elimination has 

forced the authorities to rely on economically disruptive lockdowns  
given the low inoculation rate. However, the authorities have now 

framed a different strategy: setting a threshold of the number of 
fully vaccinated people – set at 80% of the adult population – to 

remove all (or the bulk) of restrictions and moving away from the 
virus elimination strategy.  

The vaccine rollout has picked up pace since June, and we expect 

the 80% threshold to be met by November 2021. of this year. This  
means that some parts of the country will probably remain under 
tight restrictions through early 4Q21 at least. 

We expect that 3Q21 GDP will have dipped sharply; 4Q21 GDP  
should rebound on an easing of restrictions, but the pick-up in 

growth will nevertheless be held back by a cautious transition 
towards a “living with Covid” strategy and lingering restrictions in 
parts of the country. 

The recovery should accelerate through 2022 on a sequential basis 
as the bulk of restrictions are lifted and international border s  

gradually reopen, and businesses and households start to operate  
in an environment of less Covid-related uncertainty. Household 

consumption will be boosted by very large savings buffers accrued 
during the pandemic. Besides, macro policy settings will remain 
exceptionally loose. 

The rate of inflation increased to 3.8% yoy in 2Q21. However, the 
rise mainly reflects weak base effects owing to the sharp fall in the 

oil price and the introduction of temporary free childcare in 2Q20. 
We expect inflation to pull back to around 2% in 4Q21, but to hover 

around that level through 2023. Staff and skill shortages could 
become acute in 2022 as the demand recovery will be in full swing 

but inward migration – a key source of labour supply expansion 
historically – will be recovering only gradually. Underlying wage 

growth and inflation will be a bit higher than pre-pandemic against 
a backdrop of greater workers’ bargaining power.  

We expect the Reserve Bank of Australia to end net asset purchases 

in 3Q22 and to start lifting the cash rate in 2Q23. We forecast the 
cash rate at 1% at end-2023.  

 

  

 

 

Australia - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 1.5 -2.4 3.7 4.5 2.8 

Consumer spending 0.6 -5.8 4.2 5.8 3.1 

Fixed investment -0.4 -3.0 8.7 3.8 2.8 

Net trade (contribution pp) 0.5 0.4 -2.1 -0.1 0.1 

CPI inflation (end-year) 1.5 0.9 2.0 2.2 2.2 

Unemployment rate 5.7 6.5 5.4 4.7 4.8 

Policy interest rate (end-year) 1.24 0.10 0.10 0.10 1.00 

Exchange rate, USDAUD (end-year)  1.38 1.30 1.38 1.42 1.33 

Source: Fitch Ratings 
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The Canadian economy contracted in 2Q21 despite strong  
indications by the statistics office that GDP would expand 0.6% qoq. 

The 0.3% decline was lower than our June GEO forecast for growth 
of 1.4% qoq and was caused by a plunge in exports, falling 

residential investment and weak consumption. Official monthly  
GDP estimates also suggest that activity contracted in July given 

weakness in retail, construction and manufacturing, with global 
supply shortages continuing to weigh on the latter. We now expect 

growth to be 5% in 2021, revised down sharply from 6.6% in the 
June GEO, 3.7% in 2022 (3.5% before) and 2.5% in 2023.  

Mobility has increased over the course of this year but appears to 

be flatlining in 3Q21 as Covid-19 cases rise. Vaccination rates are 
also rising and this should help to limit the number of 

hospitalisations, allowing the economy to remain largely open even 
if case numbers continue to rise. Improvements in the labour 

market are likely to support consumer spending. Employment has 
increased by 2.83 million since April 2020 to near the pre-pandemic 

level. Labour participation has also virtually returned to December 
2019 levels helping to keep the unemployment rate elevated at 

7.1%. Fiscal policy is still providing support to the economy while  
the 35bp decline in long-term interest rates since May 2021 is also 

providing additional stimulus. Goods exports will benefit from 
strengthening foreign demand, while services exports should 
increase as travel restrictions are gradually lifted. 

The rate of inflation increased to a decade high of 4.1% in August, 
further from the Bank of Canada ’s 1%-3% target range. The central  

bank expects headline CPI to ease as temporary factors subside , 
supported by subdued wage inflation measures and stable inflation 

expectations. The bank will also welcome signs of cooling in the 
housing market though demand-supply conditions should maintain 

support for prices in the near term. We expect the bank to maintain 
its monetary policy course of action, to continue tapering asset 
purchases, and to raise policy rates by 25bp to 0.5% in late 2022.  

 

 

  

 

 

Canada - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 0.6 -5.3 5.0 3.7 2.5 

Consumer spending 0.8 -5.9 3.6 3.5 2.7 

Fixed investment -0.6 -3.7 8.9 3.1 3.0 

Net trade (contribution pp) 0.0 0.4 -1.4 0.3 -0.3 

CPI inflation (end-year) 1.6 0.7 3.3 2.1 2.2 

Unemployment rate 6.9 9.6 7.4 5.7 5.4 

Policy interest rate (end-year) 0.98 0.25 0.25 0.50 1.00 

Exchange rate, USDCAD (end-year)  1.32 1.29 1.20 1.25 1.25 

Source: Fitch Ratings 
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Fitch has maintained its growth forecasts for 2021 through 2023. 

The quarterly contraction of 0.1% in 2Q21 was broadly in line with 
our expectations. The decline was underpinned by the stagnation in 

consumption and a contraction in investment. The economy grew 
12.4% in yoy terms, benefiting from the base effect given the strong 

contraction in 2Q20 stemming from the pandemic. Fitch expects 
that the reopening of the economy (including the lagging services 

sector) in the context of higher vaccination rates (more than 60% of 
the population has received at least one dose) will support growth 

in 2H21. Higher commodity prices as well as the extension of 
emergency aid to vulnerable population until October is growth -
supportive as well. 

Fitch expects the economy to decelerate to 2% in 2022 from 5% in 
2021 on current monetary policy tightening and the uncertainty  

related to the 2022 election cycle. A potentially polarising election 
race could damp appetite for investment and tighten financial 

conditions. Potential spread of new coronavirus variants or 
setbacks in the vaccination process, greater-than-expected 

tightening of financing conditions and potential drought-relate d 
electricity constraints are risks for growth.  

Inflationary pressures have intensified in recent months and Fitch 

expects inflation to end the year above the target. IPCA inflation 
reached 9.7% in August, significantly above the 3.75% target. 

Higher commodity and food prices and adverse base effects have 
affected inflation, while the rise in core and services inflation is 

adding to inflationary pressures. The reopening of the lagging 
services sector poses additional risks to inflation. The recent 

creation of the ‘water scarcity’ surcharge for electricity tariffs will 
add further to price rises.    

In response, the central bank has accelerated the pace of monetary  

tightening. It has increased interest rates by 325bp and additional 
tightening is expected. Fitch now expects the Selic rate to end 2021 
at 8.0% and to remain there through 2022.   

 

 

Brazil - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.6 -4.1 5.0 2.0 2.4 

Consumer spending -0.6 -5.5 3.2 2.3 2.5 

Fixed investment -1.4 -0.7 14.4 2.0 5.6 

Net trade (contribution pp) 0.3 1.1 -0.2 0.3 -0.4 

CPI inflation (end-year) 4.6 4.5 8.0 4.0 3.3 

Policy interest rate (end-year) 7.88 2.00 8.00 8.00 6.50 

Exchange rate, USDBRL (end-year)  3.89 5.20 5.20 5.20 5.10 

Source: Fitch Ratings 

0.0

0.5

1.0

1.5

2.0

2.5

3.0

3.5

4.0

4.5

0

2

4

6

8

10

12

14

16

18

Jan 20 Apr 20 Jul 20 Oct 20 Jan 21 Apr 21 Jul 21

(mom, 12m 
rolling sum)(%, yoy)

Brazil - Inflation
IPCA (LHS) Core (LHS)

Food and beverage (LHS) Services

Source: Fitch Ratings, IBGE, Haver Analytics

0

10

20

30

40

50

60

70

80

-70

-60

-50

-40

-30

-20

-10

0

10

Feb 20 May 20 Aug 20 Nov 20 Feb 21 May 21 Aug 21

(V
ac

ci
n

at
e

d
 p

e
r 

1
0

0
 p

e
o

p
le

)

(%
 c

h
an

g
e

 in
 v

is
it

s 
re

la
ti

v
e

 t
o

 p
re

-v
ir

u
s 

b
as

e
li

n
e

)

Mobility: retail and recreation (7-day moving avg, LHS)

People vaccinated with at least 1 dose

Brazil - Mobility and Vaccination

Source: Fitch Ratings, Google, Our World in Data, Haver Analytics 



 

Special Report  │  16 September 2021 fitchratings.com 24 

 

  

 
Sovereigns 

Economics 

Global 

Russia 

We have revised up our 2021 growth projection, partly as a result 
of the stronger-than-expected outturn in 2Q21 GDP. While a 

breakdown of GDP into its expenditure components is not available 
at present, it is likely that consumption and construction-focus e d 

sectors made a significant contribution to the 10.5% yoy increase in 
2Q21 GDP. The labour market has recovered in the past 12 months, 

resulting in continued falls in the unemployment rate while the 
number of people in employment has now surpassed the pre-
pandemic level.  

Increased borrowing, gradually improving consumer confidence  
and a decline in savings as retail deposit growth slows have also 

supported consumer spending. Households with young children will 
also benefit from additional social payments, to be dispersed before  

the September parliamentary elections. Mobility continues to 
improve with more consumers visiting retail and recreation venues. 

While retail lending should remain supportive of consumers, past 
policy rate increases, rising inflation and a stricter macroprudentia l  
stance on unsecured lending may be challenges.  

Growth is also likely to be supported by commodity extraction 
given the continued easing in the OPEC+ oil output restrictions , 

although demand for fuel and metals from Asia will depend on how 
the pandemic situation develops in that region. Generally, exports  

are likely to benefit from improving global growth and stronger 
energy exports. We expect the economy to expand 4.3% in 2021 

(from 3.7% previously expected) while for 2022 and 2023 we have 
kept growth at 2.7% and 2%, respectively. 

We have also revised up our year-end inflation projection to 6% 

from 5.1% given ongoing supply-side disruptions and other largely 
temporary factors. We expect inflation to moderate in coming  

months given the stabilisation both in household and corporate  
inflation expectations, large monthly gains in late 2020 that will 

drop out of the annual calculation, the likely moderation in 
corporate and retail lending growth, and the further deceleration in 
money supply growth. 

Nevertheless, the Bank of Russia reacted to near-term inflationary 
pressures by hiking rates by 25bp to 6.75% in September to prevent 

inflation expectations from becoming unanchored. We anticipate a 
further 25bp hike by the end of 2021.  

 

  

 

 

Russia - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 0.8 -3.0 4.3 2.7 2.0 

Consumer spending 0.0 -8.6 5.5 2.7 2.3 

Fixed investment 0.7 -4.3 3.6 2.3 1.7 

Net trade (contribution pp) 0.3 1.7 -1.8 0.2 0.3 

CPI inflation (end-year) 4.3 4.9 6.0 4.2 4.0 

Policy interest rate (end-year) 7.84 4.25 7.00 6.00 5.50 

Exchange rate, USDRUB (end-year)  64.98 73.88 73.00 72.00 72.00 

Source: Fitch Ratings 
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The Indian economy suffered a heavy blow in 2Q21 (calendar year) 
on a severe wave of the Delta variant. The record yoy rise in GDP, 

at 20.1% was flattered by powerful base effects. According to our 
estimate, GDP declined by 12.4% qoq in seasonally adjusted terms, 

a much larger hit than we expected, though less severe than the 
lockdown in 2Q20. Export volumes were the only bright spot, 
recording another quarter of buoyant growth.  

We expect GDP to bounce back in 3Q21, as new infections droppe d 
through the quarter and restrictions have been scaled back across  

the country. Google mobility data show that visits to retail outlets  
and transit stations have recovered more rapidly than in 2020, and 

in early September they were around pre-virus levels. Moreover, 
the services PMI surged in August, indicating the services sector is 

rapidly regaining its losses. However, despite an acceleration in the 
pace of vaccination since mid-June, the country is still susceptible  

to new outbreaks given the still-low vaccination coverage. We see 
GDP for the 2021-2022 fiscal year to expand by 8.7%, a 1.3pp 
downward revision from the June GEO.  

The economy should record solid sequential momentum through 
2022 as a significant share of the adult population becomes fully 

vaccinated and most restrictions are lifted. However, risks to the 
recovery will likely remain. Beyond the short-term, vaccine-induced 

rebound, the economy will be held back by an impaired banking 
sector and weaker private-sector balance sheets.   

Inflation has been elevated since the onset of the pandemic despite 

weak demand. High global commodity prices, stretched global 
supply chains, and disruptions to local supply chains have increased 

cost pressures. We expect inflation to remain elevated through 
2Q22, before easing more sustainably towards the midpoint of the 

Reserve Bank of India (RBI)’s 2%-6% target. A large negative output 
gap and the gradual easing of cost-push pressures should start to 
dampen inflation.    

We now expect a cumulative 75bp policy rate hike in 2022, up from 
50bp in the June GEO. Stronger growth momentum will shift the 

focus of the RBI towards defending its inflation-fighting credibility  
amid persistently high inflation. Policy normalisation may start with 

the gradual unwinding of excess liquidity in the banking system, 
which has pushed money market interest rates at the floor provided 
by the reverse repo rate.   

 

 

  

 

 

India - Forecast Summary 

(%) FY starting April Annual Avg. 2016-2020 FY20-21 FY21-22F FY22-23F FY23-24F 

GDP 3.7 -7.3 8.7 10.0 6.5 

Consumer spending 3.7 -9.1 7.2 11.7 6.6 

Fixed investment 4.2 -10.8 8.7 10.6 6.5 

Net trade (contribution pp) -0.1 2.1 0.0 -1.1 0.0 

CPI inflation (end-cal. year) 4.5 4.6 4.5 4.3 4.2 

Policy interest rate (end-calendar year) 5.78 4.00 4.00 4.75 5.25 

Exchange rate, USDINR (end-calendar year)  69.05 73.05 75.00 76.00 76.00 

Source: Fitch Ratings 
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GDP growth moderated to 0.8% qoq in 2Q21 after 1.7% qoq in 
1Q21, a weaker result than we had expected. However, the 

breakdown of the GDP figures shows that underlying domestic 
demand grew strongly, while net exports dragged down headline 

GDP growth. Notably, household consumption rose sharply (3.5%  
qoq), though it was still below its pre-pandemic level.  

A new Delta variant-led virus wave through the summer prompte d 

the authorities to re-introduce some restrictions in July. However, 
high-frequency data suggest that the rollout of containment 

measures and increased new virus cases have not caused a big hit to 
domestic demand and activity. Consumer sentiment dipped in July 

and August but was not outright weak compared to its long-term 
average. The Bank of Korea (BoK) survey of non-manufacturing  

conditions remained solid in July and August. Unemployment fell to 
a historical low of 2.8% in August.  

Merchandise trade data show that export values rose further 

during the summer and industrial production rose in July. However, 
there are signs that supply-chain disruptions are starting to hit 

Korean manufacturers. The output component of the 
manufacturing PMI for August weakened, with manufacturers  

citing supply-chain delays and shortages of materials. Industry  
disruptions in south east Asia, and particularly in Vietnam, are 

starting to hit Korean manufacturing, given the deep supply-chain 
links in electronics and autos.  

We expect GDP growth to lose momentum on a sequential basis in 

3Q21. Nevertheless, the fast pace of the vaccine rollout means that 
prospects for the economy heading into 4Q21 and 2022 remain 

favourable. Fiscal policy also remains supportive with the recently  
passed second supplementary budget. Exports growth will likely 

weaken in coming months as demand for durable goods fades, but 
huge backlogs of orders will keep Korean manufacturers busy.  

The Bank of Korea lifted its policy rate by 25bp, to 0.75%, in its 

August meeting. It is the first major central bank in APAC to start 
normalising its monetary settings since the pandemic. The decision 

was motivated by rising financial imbalances amid buoyant 
property prices and household debt growth. House prices  

accelerated further in August, to around 15% yoy, the highest since 
2002. The solid economic backdrop heading into 4Q21 and 2022 

should enable the bank to continue focusing on tackling financial 
risks. We expect one more 25bp rate hike before end-2021, and two 
more in 2022.  

 

  

 

 

Korea - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 2.1 -0.9 4.0 3.0 2.3 

Consumer spending 1.1 -5.0 3.9 4.0 2.6 

Fixed investment 2.9 2.6 3.7 2.5 2.1 

Net trade (contribution pp) -0.1 0.5 0.4 -0.1 0.3 

CPI inflation (end-year) 1.1 0.5 2.6 1.5 1.0 

Policy interest rate (end-year) 1.28 0.50 1.00 1.50 1.75 

Exchange rate, USDKRW (end-year)  1148 1088 1155 1160 1115 

Source: Fitch Ratings 

1.5

2.0

2.5

3.0

3.5

4.0

4.5

10

12

14

16

18

20

22

2017 2018 2019 2020 2021

(USDbn, NSA)(USDbn, NSA)

Korea - Export Values
Electrical & electronic products (LHS)

Passenger cars

Source: Fitch Ratings, KCS, Haver Analytics

0

2

4

6

8

10

12

14

16

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

(%, yoy)

Korea - Housing Market

Mortgage loans House prices

Source: Fitch Ratings, BoK, KB, Haver Analytics



 

Special Report  │  16 September 2021 fitchratings.com 27 

 

  

 
Sovereigns 

Economics 

Global 

Indonesia 

The Indonesian economy is struggling to recover from the 
pandemic-induced shock in 2020. Sluggish momentum came 

despite increased commodity prices – a support for the large mining 
sector – and low new coronavirus cases in most of the quarter. 

Export volumes recorded another strong quarter, though net trade  
subtracted from growth on buoyant imports. Domestic demand was 
weak. GDP has yet to regain its pre-pandemic level.  

A severe Covid-19 outbreak in June and July will have thrown the 
economy back into contraction in 3Q21, although we expect the hit 

to GDP to be less severe than in 2020. Vehicle sales were nearly 
25% off their recent peak in July, against 93% during the first wave. 

The manufacturing PMI tanked in July and August, but less than last 
year. The economy should rebound in 4Q21 as restrictions in the 

country are eased. We have cut our 2021 GDP growth forecast to 
3.2% from 4.8% in the June GEO.  

Indonesia is lagging in terms of immunisation, but the vaccination 

pace has steadily picked up in recent months to well over 1 million 
people a day. The economic reopening is likely to be gradual and 

bumpy, but increasing vaccine coverage should neverthele ss 
underpin a continuing recovery in domestic demand through 2022. 

Against this backdrop, the external support is likely to abate. 
Commodity prices have started to pull back and global trade is 

already past its peak. We expect GDP to expand by  6.8% in 2022, 
revised up from 6.1%.  

The rupiah has proven resilient to US inflation surprises and a less 

dovish US Fed, supported by a small current account deficit and 
high commodity prices. Nonetheless, further depreciation in 

coming months is likely, in our view, as the US central bank starts to 
taper its asset purchases.    

Monetary policy normalisation will be very gradual despite 

downward pressures on the currency. We expect Bank Indonesia  
(BI) to start hiking interest rates in 2H22, with two 25bp increases. 

BI will tread cautiously against a backdrop of a fragile recovery and 
muted inflationary pressures. We expect the rate of inflation to pick 

up from current lows in 4Q21, at around 3%, but to remain well 
entrenched within the 2%-4% inflation target band over the GEO  
forecast horizon.  

  

 

 

Indonesia - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 3.6 -2.1 3.2 6.8 5.8 

Consumer spending 3.5 -2.7 3.0 7.6 5.7 

Fixed investment 3.4 -4.9 3.8 5.7 6.4 

Net trade (contribution pp) 0.4 1.2 0.2 0.2 0.4 

CPI inflation (end-year) 3.1 1.7 3.0 2.7 2.7 

Policy interest rate (end-year) 5.03 3.75 3.50 4.00 5.25 

Exchange rate, USDIDR (end-year)  13931 14105 14600 15200 15250 

Source: Fitch Ratings 
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The Mexican economy grew strongly in 2Q21, increasing 1.5% qoq 
against our June GEO estimate of 1%. This has contributed to our 

growth upgrade for the whole year, with GDP now expected to 
grow 5.9% in 2021 (vs. 5.3% previously) before easing to 2.8% in 

2022. Despite this improved outlook, we remain cautious in the 
near term. The industry breakdown of 2Q21 GDP showed that most 

of the increase was driven by the tertiary sector (hospitality, 
wholesale, transport) as buoyant domestic demand and the 
economy’s reopening spurred the services sector.  

However, Covid-19 cases have been rising rapidly since end-June  
and mobility data show that visits to retail and recreation venues 

are slowing. Relative to other larger emerging markets, Mexico is 
trailing in the number of vaccines administered, though the pace of 

delivery may be rising after a mid-summer lull. Around a quarter of 
the population is fully vaccinated with another 19% partially 
vaccinated.  

Industry is providing limited support to growth at present, with 
broad-based weakness across sectors including disruption to autos 

production given ongoing shortages of semiconductors . 
Consumption is likely to recover moderately, boosted by rising 

remittances and improving confidence among households. Labour 
markets have improved with total employment virtually back to 

pre-pandemic levels. Consumer credit is still contracting, though at 
a less negative pace as credit card borrowing and payroll loans rise. 

Personal loans for buying durable goods (largely autos) are still 
declining. Business surveys suggest that investment intentions are 

recovering and are back to pre-crisis levels Lending to non-financial 
corporates, however, continues  to contract 

Recent interest rate increases are also likely to affect borrowing. In 

response to high inflation rates, the Bank of Mexico has tightened 
monetary policy, with 50bp worth of hikes since the previous GEO, 

to 4.5%. We expect the bank to tighten further to 5% by year-end. 
While headline inflation has eased from the 6.1% peak reached in 

April 2021, it remains some 3pp above the central bank’s midpoint 
inflation target, as underlying inflation continues to rise. We expect 

policy rates to remain at 5% in 2022 – even as headline inflation 
begins to moderate – before rising to 5.5% in 2023. 

 

  

 

 

Mexico - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.3 -8.3 5.9 2.8 2.0 

Consumer spending -0.1 -10.5 8.4 3.2 2.1 

Fixed investment -4.5 -18.3 12.0 3.7 2.4 

Net trade (contribution pp) 0.6 2.7 -3.7 -0.2 0.1 

CPI inflation (end-year) 4.2 3.2 6.0 3.5 3.2 

Policy interest rate (end-year) 6.41 4.25 5.00 5.00 5.50 

Exchange rate, USDMXN (end-year)  19.52 19.95 20.00 20.00 20.00 

Source: Fitch Ratings 
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The strong recovery in the Polish economy has led to GDP rising 
back above its pre-pandemic level, a feat that larger eurozone  

countries have yet to accomplish. A sharper-than-expected GDP  
increase in 2Q21, relative to our June GEO forecast (2.1%  

compared to 1.1%), and an upward revision to 1Q21 of some 0.8pp 
means that we have upgraded our growth projection for 2021 to 
5.7% from 4.4%.  

Not all components are pointing in the same direction. 
Consumption is rising strongly, but investment outturns have been 

more volatile. The relaxation of Covid-19 restrictions in May 
supported the rebound in domestic demand and recent high-

frequency indicators suggest growth momentum was maintained 
into 2H21. Visits to retail and recreation venues have increased 

while retail sales continue to expand, though at a moderate pace as 
some of the spending shifts towards services from goods. Consumer 

sentiment is also recovering gradually although surveys suggest 
that households’ intentions to make major purchases in the coming  

year remain below pre-crisis levels. Ongoing disruptions to supply 
chains and the rising prevalence of the Delta variant could pose 
challenges ahead. 

Investment growth is likely to be supported by the EU’s Multiannual  
Financial Framework (under its “sunset period”, which lasts until 

2023) and NGEU funds (with a larger impact beyond 2023) in 
coming quarters. However, details from the corporate sector show 

that investment recently was largely concentrated in the property  
and transportation and storage facilities sectors, while  

manufacturing sector investment (the largest component) remains 
below pre-crisis levels.  

The rate of headline annual inflation increased to 5.4% in August, 

above the central bank’s midpoint target and the tolerance band (of 
2.5% +/- 1%), driven by higher prices for goods and services. Given 

the strong rebound in demand, manufacturers should find it easier 
to pass on higher producer prices to consumers. We expect the 

central bank to respond to higher inflationary pressures with a 
15bp increase in policy rates before year-end (to 0.25%) and two 
further increases to 0.75% in 2022. 

  

 

 

Poland - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 3.1 -2.7 5.7 4.5 3.8 

Consumer spending 2.8 -3.1 5.5 5.4 4.2 

Fixed investment 0.3 -9.7 4.6 1.0 4.6 

Net trade (contribution pp) 0.6 0.9 -1.1 0.1 0.2 

CPI inflation (end-year) 1.7 2.3 4.8 3.5 3.6 

Policy interest rate (end-year) 1.29 0.10 0.25 0.75 1.50 

Exchange rate, USDPLN (end-year)  3.81 3.76 3.75 3.65 3.65 

Source: Fitch Ratings 
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Growth in 2021 is likely to be the highest in almost a decade as the 
rebound from the pandemic crisis continues. The stronger-than-

expected GDP outturn of 0.9% in 2Q21 (compared to an 
expectation of -1.3% in the June GEO) and revisions to past data 

have prompted an upgrade to our forecast to 9.2% this year. The  
composition of 2Q21 growth showed that domestic demand and 

net trade both contributed to the stronger outturn and came 
despite tight restrictions imposed to counter a third wave of Covid-

19. High-frequency data suggest that economic momentum has 
continued into 2H21 with an ongoing recovery in leading indicators  
and mobility indices.  

Beyond the immediate term, we expect domestic demand to 
moderate as credit growth continues to slow. In particular, the 

tightening in monetary policy to date, the phasing out of credit 
stimulus in 2020 and the introduction of macroprudential measures 

on retail loan growth is likely to curtail borrowing. The recent Loans 
Tendency Survey, taken just before the macroprudential measures 

came into place, had already shown a moderation in the expected 
demand for corporate loans along with a tightening in credit 

standards by banks. Investment intentions remain raised for now, 
though capacity utilisation in capital goods industries is declining. 

We expect GDP to slow to 3.5% in 2022 but to recover to 4.5% the 
subsequent year as the policy stance is eased ahead of the 2023 
general election.  

Current strong growth rates have been accompanied by high and 
rising inflation. At 19.3% in August, inflation was well above the 

central bank’s target and just in excess of the policy interest rate at 
19%. Most of the increase in inflation has been driven by goods, in 

particular food and energy prices, although services have also 
contributed to the headline rate as the economy reopens. However, 

recent inflation readings show that core goods, which exclude 
volatile items, appear to have peaked. Large month-on-month price  

increases in late 2020 will also begin to drop out of the annual 
inflation calculation in November and December, raising the 

prospect of a policy rate cut before year-end. We expect inflation to 
ease further but remain in double digits through 2023, allowing for 
further rate cuts while maintaining a positive real rate.  

  

 

 

Turkey - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP 3.3 1.8 9.2 3.5 4.5 

Consumer spending 3.0 3.2 8.0 2.8 4.2 

Fixed investment 1.0 7.2 8.7 3.8 4.3 

Net trade (contribution pp) -0.1 -5.3 4.4 1.0 0.5 

CPI inflation (end-year) 12.6 14.6 17.2 13.4 10.5 

Policy interest rate (end-year) 12.37 17.00 18.00 14.50 11.50 

Exchange rate, USDTRY (end-year)  4.84 7.35 8.90 9.50 9.90 

Source: Fitch Ratings 
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South Africa 

GDP in 2Q21 grew by 1.2% qoq, a bit higher than we expected in 
our June GEO (1.0%). Domestic demand growth was fairly subdued 
but export volumes rose strongly.  

Economic activity was dealt a temporary blow in July by several 
days of violent riots following the jailing of former President Jacob 

Zuma and a new tightening of containment measures in response to 
a wave of coronavirus infections. Manufacturing output slumped by 

8.0% month on month in July but business confidence snapped back 
strongly in August. The authorities have loosened containment 

measures and calm has been restored. We expect GDP to fall only 
slightly in 3Q21 by 0.4% qoq as the hit to activity was short-lived.    

The economic recovery should resume in the next few quarters. The  

authorities will likely further relax some pandemic restrictions . 
Furthermore, fiscal policy has been loosened. The government 

announced a raft of spending increases amounting to close to 
ZAR40 billion (0.7% of GDP). However, the recovery remains 

fragile. In particular, a renewed tightening of lockdown regulations 
remains a threat as a slow vaccine rollout exposes the country to 

further coronavirus flare-ups. The external environment will 
become less favourable as global growth slows.  

The re-based GDP series recently published by StatsSA shows that 

growth was, on average, higher through end-2020 to early 2021. 
This has prompted us to raise our annual GDP forecast for 2021 to 
5.3% (+0.4pp) despite the anticipation of 3Q21 weakness.   

Inflation eased in the past three months. The unrest in July did not 
cause inflationary pressures despite causing temporary food and 

fuel shortages, though food inflation remains elevated. Powerful  
base effects caused by the collapse in oil prices in 2020 are pushing 

headline inflation down, but the weakness in core inflation indicates 
that underlying price pressures are muted, against a backdrop of 

weak demand. We expect the rate of headline inflation to keep 
declining in coming months.  

We expect trend depreciation of the rand through the GEO forecast 

horizon, in an environment of rising US yields, slowing global 
economic momentum and lower commodity prices. We still expect 

the South African Reserve Bank (SARB) to start normalising its 
monetary policy settings only next year, against a backdrop of 

muted underlying price pressure and a large output gap. We expect 
a cumulative 200bp policy rate increase by end-2023.  

 

 

 

 

South Africa - Forecast Summary 

(%) Annual Avg. 2016-2020 2020 2021F 2022F 2023F 

GDP -0.6 -6.4 5.3 2.1 2.0 

Consumer spending -0.1 -6.5 6.0 2.0 2.1 

Fixed investment -4.6 -14.9 1.1 4.5 2.9 

Net trade (contribution pp) 0.3 1.8 0.4 0.2 0.3 

CPI inflation (end-year) 4.7 3.3 4.1 3.0 3.8 

Policy interest rate (end-year) 6.25 3.50 3.50 4.25 5.50 

Exchange rate, USDZAR (end-year)  14.43 15.40 15.00 16.20 16.50 

Source: Fitch Ratings 
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Quarterly GDP QOQ 

(%) 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 

US 7.5 1.1 1.5 1.6 1.6 1.8 0.5 0.5 0.5 0.5 

Euro area  12.6 -0.4 -0.3 2.2 2.1 1.2 0.9 0.7 0.7 0.6 

China 2.8 3.0 0.4 1.3 1.2 2.1 1.3 0.9 0.9 1.0 

           

Japan 5.4 2.8 -1.1 0.5 0.3 1.6 0.9 0.6 0.3 0.3 

UK 16.9 1.3 -1.6 4.8 1.9 1.8 0.5 0.6 0.5 0.7 

Germany 9.0 0.7 -2.0 1.6 3.1 2.3 0.3 0.1 0.1 0.1 

France 18.6 -1.1 0.0 1.1 1.9 1.0 0.7 0.7 0.7 0.7 

Italy 16.0 -1.8 0.2 2.7 1.5 0.9 0.9 0.9 0.7 0.8 

Spain 17.0 0.0 -0.4 2.8 2.6 1.8 1.3 1.2 1.0 0.9 

Switzerland 6.4 -0.1 -0.4 1.8 1.8 1.1 0.4 0.6 0.5 0.6 

Australia 3.6 3.2 1.9 0.7 -3.0 2.2 2.0 1.8 1.2 0.6 

Canada 9.1 2.2 1.4 -0.3 1.1 1.3 1.1 0.8 0.7 0.7 

           

Brazil 7.7 3.1 1.2 -0.1 0.1 0.3 0.6 0.7 0.7 0.6 

Russia 2.4 1.1 1.0 3.5 0.0 -0.8 1.3 1.2 0.3 0.4 

India 23.4 9.5 1.5 -12.4 13.6 2.2 2.2 1.3 1.8 1.5 

Korea 2.2 1.1 1.7 0.8 0.4 0.9 0.8 0.8 0.7 0.7 

Mexico 12.7 3.3 1.1 1.5 0.5 0.6 0.7 0.7 0.7 0.4 

Indonesia 3.0 2.4 1.3 0.3 -1.1 3.1 2.5 1.7 1.4 1.5 

Turkey 16.4 1.2 2.2 0.9 0.9 0.2 1.0 0.9 1.1 1.4 

Poland 7.7 -0.3 1.3 2.1 1.5 1.6 0.7 0.8 0.8 0.8 

South Africa 13.9 2.5 1.0 1.2 -0.4 0.6 0.7 0.6 0.5 0.5 

           

Developed a 9.4 1.1 0.4 1.6 1.5 1.7 0.7 0.6 0.5 0.5 

Emerging b 6.5 3.3 0.8 -0.2 2.2 1.6 1.3 0.9 0.9 1.0 

Emerging ex-China 10.8 3.7 1.4 -2.0 3.5 1.0 1.3 1.0 1.0 0.9 

World c 8.3 1.9 0.6 1.0 1.7 1.7 0.9 0.7 0.7 0.7 

a US, Japan, France, Germany, Italy, Spain, UK, Canada, Australia and Switzerland 
b Brazil, Russia, India, China, South Africa, Korea, Mexico, Indonesia, Poland and Turkey 
c ‘Fitch 20’ countries weighted by nominal GDP in US dollars at market exchange rates (three-year average) 

Source: Fitch Ratings 
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Appendix 2  
 

Quarterly GDP YOY 

(%) 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 4Q22 

US -2.9 -2.3 0.5 12.2 6.0 6.7 5.6 4.5 3.4 2.1 

Euro area  -4.0 -4.4 -1.2 14.3 3.6 5.3 6.5 4.9 3.5 2.9 

China 4.9 6.5 18.3 7.9 4.8 4.0 6.0 5.6 5.3 4.1 

           

Japan -5.4 -0.8 -1.3 7.7 2.5 1.3 3.3 3.4 3.4 2.1 

UK -8.5 -7.3 -6.1 22.2 6.4 7.0 9.3 4.9 3.5 2.4 

Germany -3.7 -2.9 -3.1 9.4 3.5 5.1 7.6 6.0 2.9 0.7 

France -3.6 -4.3 1.5 18.7 2.0 4.2 4.9 4.4 3.1 2.8 

Italy -5.2 -6.5 -0.7 17.3 2.6 5.3 6.1 4.2 3.5 3.4 

Spain -8.6 -8.9 -4.2 19.8 5.0 6.9 8.8 7.2 5.4 4.5 

Switzerland -1.4 -1.5 -0.7 7.7 3.1 4.3 5.2 4.0 2.6 2.1 

Australia -3.6 -0.9 1.3 9.6 2.7 1.7 1.8 3.0 7.5 5.8 

Canada -5.1 -3.1 0.3 12.7 4.5 3.5 3.2 4.4 3.9 3.4 

           

Brazil -3.9 -1.1 1.0 12.4 4.5 1.6 1.0 1.8 2.4 2.7 

Russia -3.5 -1.8 -0.7 10.5 5.6 3.7 4.0 1.7 2.0 3.2 

India -7.4 0.5 1.6 20.1 10.5 3.3 4.0 20.3 7.7 6.9 

Korea -1.0 -1.1 1.9 6.0 4.2 3.9 2.9 2.9 3.2 3.0 

Mexico -8.7 -4.5 -3.6 19.7 6.1 3.5 3.4 2.6 2.7 2.5 

Indonesia -3.5 -2.2 -0.7 7.1 2.8 3.6 4.8 6.3 9.0 7.2 

Turkey 6.3 6.2 7.2 21.7 5.3 4.3 3.1 3.1 3.4 4.6 

Poland -1.7 -2.7 -0.9 11.1 5.3 7.2 6.0 4.7 4.0 3.2 

South Africa -5.8 -3.5 -2.6 19.3 4.4 2.4 2.1 1.5 2.4 2.3 

           

Developed a -4.1 -3.0 -0.6 12.8 4.7 5.4 5.6 4.5 3.5 2.3 

Emerging b 0.8 3.1 10.5 10.7 5.4 3.7 4.9 6.2 4.9 4.2 

Emerging ex-China -4.0 -0.9 0.7 14.2 6.2 3.4 3.4 7.1 4.4 4.3 

World c -2.3 -0.7 3.6 12.0 5.0 4.7 5.3 5.2 4.1 3.0 

a US, Japan, France, Germany, Italy, Spain, UK, Canada, Australia and Switzerland 
b Brazil, Russia, India, China, South Africa, Korea, Mexico, Indonesia, Poland and Turkey 
c ‘Fitch 20’ countries weighted by nominal GDP in US dollars at market exchange rates (three-year average) 

Source: Fitch Ratings 
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